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FOREWORD 


In'a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, ina summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
Strategic directions. 
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1. Structure and Performance 


Structure 

Retail grocery is a domestic service industry which includes establishments 
primarily engaged in selling, to consumers, a general line of groceries such 
as canned and frozen foods, prepared meats and fresh fruits, as well as such 
non-food articles as health and beauty aids, housewares and plants. Also 
included in the industry are specialty establishments such as bakeries, 
butcher shops, and fruit and vegetable stores. 


1986 DISTRIBUTION OF SALES 


Major Sub-sector % of Grocery Sales 


Combination stores (supermarkets) WA 
Grocery, confectionery and sundries stores 20 
Specialty food stores 8 


Combination stores are defined as grocery stores with fresh meat sales 
of more than 20 percent of total sales. These are the familiar supermarket- 
type operations. Grocery, confectionery and sundries stores are grocery 
stores with fresh meat sales of 20 percent or less. This category includes 
corner grocery stores and convenience stores. Specialty food stores deal in 
one line of food only, for example, butcher shops, bakeries, delicatessens and 
ice cream stores. 

In 1986, 40 416 retail grocery establishments generated $34.6 billion in 
sales and provided employment for 241 400 persons. The industry's share 
of real Gross Domestic Product (GDP) in 1986 was 1.1 percent. Retail grocery 
outlets are located in all regions of the country, and the regional distribution of 
sales is closely tied to the size, density and income of the population. These 
sales figures do not reflect the grocery sales by other types of retail outlets, 
the major ones being department stores and drug stores. In 1986, these 
two store types alone generated an estimated $1.5 billion in grocery sales. 

Canada's small population and large geographic size encourage 
concentration and the formation of large retail grocery organizations, 
thus enabling the industry to be as efficient as possible. In this sense, 
the structure of the retail grocery industry does not differ from many 
other retail sectors, such as department stores, clothing stores, pharmacies 
and jewellery stores. The structure and level of concentration of the industry 
in Canada are similar to those found in countries such as the Federal Republic 
of Germany, Australia and the United Kingdom, among others. 
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Atlantic Quebec Ontario Prairies B.C. 


Total Sales ($34 631 million) by Region, 1986 


Although the majority of retail grocery firms 
are small, owner-managed businesses, the retail 
grocery industry is dominated by several multi- 
billion dollar grocery distribution organizations. 
According to a 1985 study conducted by Nielsen 
Marketing Research, the top 10 retail grocery 
organizations generated 83 percent of grocery 
store sales in Canada. The industry is one of thé | 
‘most vertically integrated in retail trade and these 
large organizations are generally involved in both | 
the retailing and wholesaling of food and related ~ 
products., Large retail grocery chains operate their 
own warehouses/distribution centres. They may 
also have separate grocery wholesaling subsidiaries 
which supply both corporately owned and 
independent stores. In addition, some are involved 
in the processing of food products. In 1986, out of 
a total of 112 grocery chains, the 18 chains with 
sales of over $200 million operated 3220 stores. 

Large grocery wholesalers, many of which 
also operate their own retail grocery store outlets, 
sponsor voluntary groups” of independent retail 
grocery stores such as the Independent Grocers 
Alliance (IGA). Some of the voluntary groups include 
co-operatives in which each retailer owns shares 
of the organization, including the warehouse/ 
distribution operations. 

Co-operative grocery stores owned by 
consumers also exist in Canada. These stores 
generally provide a wide range of services such 
as food products, dry goods and drugs. Consumer 
co-operatives have met with some success In 
British Columbia, the Prairie provinces and the 
Atlantic region. 


* Groups of independent businesses within an 
industry joined together on a horizontal basis to 
benefit from such things as a common name and 
bulk purchasing. 
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In 1983, foreign-controlled companies accounted 
for 18 percent of industry sales, up from 16 percent 
in 1975. Just 19 percent of assets in the retail 
grocery industry were owned by foreign-controlled 
firms in 1983, compared to 25 percent in 1975. The 
more recent acquisitions of some Dominion stores’ 
assets and Woodward's grocery store operations by 
foreign-controlled firms are not expected to change 
the level of foreign ownership significantly. The 
major foreign-owned corporations are Canada 
Safeway, A&P and Seven-Eleven. 

Several major Canadian grocery retailers, 
including Loblaws Co. Ltd., Provigo Inc., Sobeys 
Stores Ltd., Steinberg Inc. and Silcorp Ltd., own 
and operate retail grocery outlets in the United States 
and, in some cases, grocery wholesaling subsidiaries 
as well. These U.S. operations generated more 
than $4 billion in sales in 1986. Because of the 
limited size of the Canadian market, continued U.S. 
expansion by these and other major Canadian firms 
iS anticipated in the coming years. 

Grocery retailers also import various products, 
either directly or through food brokers. In general, 
these are products not available on the domestic 
market (Specialty or exotic foods) and are seasonal. 
Some large organizations with extensive ranges of 
private label products, such as Provigo and Loblaws, 
have begun to export such Items. 


Performance 

Grocery store sales have been fairly flat during 
the 1980s, increasing by only one to two percent 
per year after adjusting for inflation. Increases in 
population and income havea direct influence on the 
growth of grocery store sales, and both have grown 
only moderately during the decade. Consequently, 
during the 1980s, the retail grocery industry's share 
of total GDP has remained stable at 1.1 percent and 
at 15 percent of total retail GDP. 

The steady growth rate for the retail grocery 
industry as a whole masks considerable variation 
in sales performance within the different sub-sectors. 
During the 1980-86 period, sales by the combination 
stores sub-sector (major Supermarkets) increased by 
only 53 percent. This compares with sales increases 
of almost 80 percent in grocery, confectionery 
and sundries stores, and 93 percent in specialty 
food stores. 

In 1986, the independents (three stores or less) 
once again took market share away from chain store 
organizations (four stores or more under common 
ownership). The chain store share of the market has 
dropped from 56.4 percent in 1980 to 53.6 percent 
in 1986. 
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Despite relatively modest real sales growth, 
employment increased by almost 30 000, or 
14 percent, between 1983 and 1986. Some of 
the factors behind this increase include the trend 
towards longer store hours, increased use of part- 
time labour and the growing market share of 
independent grocery retailers, which tend to 
employ more people per store than the corporate 
chains because of their greater emphasis on 
personal service. 

The 1980s have been a period of important 
change in the retail grocery industry. Large blocks of 
retail stores have changed ownership and have been 
restructured. Some large retail organizations have 
disappeared entirely, while others have made store 
divestitures and acquisitions in order to build on their 
regional strengths. Market shares have also been 
altered in some regions. For example, the break- 
up of Dominion Stores and the recent acquisition 
by Canada Safeway of Woodward's foodstores have 
resulted in increased concentration in some western 
Canadian and Ontario markets. Further changes 
may occur as Steinberg restructures its grocery 
distribution operations in Ontario and Quebec. 

According to investment data (only available 
for combination stores), total capital and repair 
investment in retail grocery declined in real terms 
during 1981-86. In addition, most investment has 
been on machinery and equipment, indicating that old 
stores are being closed or renovated to improve sales 
and efficiency, rather than new stores being opened. 
The bulk of the investment is undertaken by a few 
leading companies that have had extensive programs 
either to renovate existing stores or to expand their 
network of large superstores. Companies also have 
been increasing the use of labour-saving technology 
such as electronic point-of-sale systems and 
computerized inventory control. 

Grocery retailing is a highly competitive industry 
and profit margins are low. Net profit before taxes 
averaged 1.4 percent of sales between 1980 and 
1985, slightly below the 1.6 percent average of the 
1970s. More recent data (for large retail grocery 
corporations only) indicate a recovery to two percent 
in 1986 and 1987 as sales appear to have increased 
more rapidly than operating expenses. Returns on 
equity and on capital employed in the retail grocery 
industry have been substantially lower in the 1980s 
than the average returns in the retail industry as a 
whole. For example, in 1985 the returns on equity 
and capital employed in retail grocery averaged 
8.7 percent and 6.3 percent respectively, compared 
to 11 percent and 8.1 percent for the retail industry 
as a whole (excluding "other stores," such as liquor 
and beer stores). 
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Profit figures also vary with the size of the 
store. The Canadian Grocer Magazine 1987 survey 
of grocery store operations indicates that net profit 
before tax was 2.21 percent of sales for stores with 
sales of less than $5 million, 1.54 percent for 
$5 million to $14 million in sales and 2.75 percent for 
stores with more than $14 million in sales. These 
results demonstrate why leading chains are shifting 
to larger stores to improve their profitability. 


2. Strengths and Weaknesses 


Structural Factors 

The strengths and weaknesses of a domestic 
service industry such as grocery retailing are 
assessed in terms of its efficiency and effectiveness 
in the Canadian economy, and its relative efficiency 
by comparison with counterpart industries in 
other countries. 

Key factors of success for grocery retailers are 
their marketing skills and ability to meet consumer 
demands in price, service and product range. The 
retail practices and techniques of the Canadian 
industry are quite sophisticated and successful. 
Canadian sales per square metre of selling space 
are higher than U.S. standards, particularly in the 
large-store category. 

Within the combination (Supermarket) store sub- 
sector, which comprises both large chains and large 
independent groceries, chains have been losing 
market share to independent retailers. This trend has 
resulted in a market share drop from 68.7 percent in 
1980 to 64.8 percent in 1986, with a further decline 
in 1987. Part of this is due to the fact that 
independents can be more competitive in price and 
service, aS many of them are supported by major 
wholesalers. These affiliated independents also have 
lower labour, operating and head office costs than the 
larger grocery chains. In an effort to improve their 
competitive position, the major chains have closed or 
sold unprofitable units, tried new store formats and, 
in some cases, moved into wholesaling. They have 
also attempted to lower their labour costs through 
better use of part-time labour. 

The reverse situation holds true in the grocery, 
confectionery and sundries stores sub-sector 
(convenience and corner stores) where chain retailers 
have seen their market share rise from 21.8 percent 
in 1980 to 30 percent in 1986. Convenience store 
chains, with their more aggressive merchandising 
practices, advertising and buying strengths, and 
ability to secure good locations (along with the larger 
supermarkets), have been slowly dislodging the 
independent corner grocery store from the 
marketplace. However, the convenience chains 
also face increased competition from the major 
supermarkets, with their lengthened working days. 
In response, convenience stores have been 
broadening the range of their products and services. 


In the specialty food sub-sector, independents 
still remain dominant with more than 90 percent 
of total sales. Specialty stores, such as ethnic food 
outlets, produce outlets and meat markets, often 
require more labour-intensive merchandising 
practices, service and product knowledge. The 
independents can often develop a competitive 
advantage over a large chain by emphasizing 
these areas. 


Trade-related Factors 

Trade constraints, such as duties and import 
quotas, limit grocery retailers’ access to supply 
sources, resulting in higher prices for consumers. 
Retailers that have expanded into other countries 
face similar trade barriers that restrict their ability to 
obtain certain items from their Canadian supply base. 
Nevertheless, by developing private labels or store 
brands, some retailers have entered the export 
market successfully. 

The elements of the Canada-U.S. Free Trade 
Agreement (FTA) that affect the grocery retail 
industry include the removal of tariffs over a 10-year 
period on most grocery and processed and semi- 
processed agricultural products, easier temporary 
entry of corporate representatives and continued 
national treatment regarding the establishment or 
acquisition of business activities. 


Technological Factors 

Within the retail industry, grocery retailers are 
generally leaders in introducing new technology. 
Automation at the grocery store level has been 
increasing steadily over the past decade. Large 
grocery chains have been the trendsetters, with 
point-of-sale scanning equipment, inventory-control 
systems, credit authorization terminals and electronic 
cash registers. 

Canadian grocery retailers are following 
the United States closely in the use of scanning 
equipment. Nielsen Marketing Research estimated 
that, in 1986, 51 percent of U.S. grocery store sales 
were in scanner-equipped stores. Forecasts indicate 
that, by 1991, this percentage should reach 
68 percent. In comparison, by the end of 1987, there 
were more than 943 stores in Canada equipped with 
scanners, representing 34 percent of grocery store 
sales. The number of Canadian stores using this 
technology is expected to increase during the next 
few years, particularly as more voluntary group 
wholesalers encourage their affillated independents 
to adopt scanning. Other factors that will support 
this trend include declining prices of equipment, 
increased variety of hardware and software, and 
a very competitive marketplace. 
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Total Sales Employment 
($ millions) (persons) 
= 250 000 


35 000 jem 
32 000 240 000 
29000 — 230 000 


26 000 220 000 


1982 1983 1984 1985 1986 


Total Sales 


EMplOyMent —_e eee ees es ee 
Total Sales and Employment 


Direct product profitability (DPP) analysis permits 
a determination of just how profitable each product is 
by taking into account all the various costs associated 
with moving a product from the manufacturer to the 
retailer. This innovation is expected to become an 
essential management tool in the grocery retailing 
business and to help retailers make better 
purchasing decisions. 

Electronic data interchange (EDI) is a relatively 
new technology that permits computer-to-computer 
transmission between companies of business 
messages, orders, invoices and other data. The 
advantages of using EDI include faster payment of 
bills and credit adjustments, faster and more efficient 
order filling, and better delivery schedules and 
inventory control. It is currently being widely used 
by one of the leading grocery retailers and others 
are expected to follow. Companies without EDI, 
in the near future risk falling behind EDIl-equipped 
competitors who are using It to reduce costs, 
improve productivity and gain market share. 


Other Factors 

Tax reform and transportation deregulation are 
particularly important to the retail grocery industry. 

The first phase of tax reform should have a 
positive impact on the financial position of grocery 
retailers, aS personal income tax and effective 
corporate tax rates decline. Even though current 
proposals call for the exclusion of food from federal 
sales tax reform, the effect of the second phase 
and the proposed sales tax changes on the pricing 
structure, markets and competitive status of grocery 
retailers, is uncertain at this time. 
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Transportation deregulation in Canada should 
provide grocery retailers with opportunities for 
transportation cost reductions and efficiency 
improvements. However, the industry remains 
concerned that some provinces may not proceed 
with certain aspects of trucking deregulation, thereby 
limiting some of the potential gains. 

The sale of beer and wine in stores and Sunday 
opening hours are issues that continue to draw 
considerable interest in the industry, particularly in 
Ontario and Quebec. Changes in these areas could 
alter the competitive status among food retailers and 
between food and non-food retailers. 


3. Evolving Environment 


Demographic changes and new consumer 
lifestyles (working women, plus older, male and 
ethnic shoppers) are creating immense challenges 
for grocery retailers. The varied tastes and behaviour 
of consumers are encouraging market segmentation 
and multiple-store formats to serve the consumer 
needs more effectively. A variety of different types 
of convenience stores are joining the traditional 
supermarket, including specialty food stores, health 
food stores, superstores, food terminals and grocery- 
drug combination stores. In addition, a growing 
number of non-grocery retailers (e€.g., mass 
merchandisers, gas stations and drug stores) are 
devoting more space to grocery products at the 
same time as grocery retailers are offering more 
non-grocery or food items. Retailers of all types 
are searching for ways to increase sales and profits 
by adjusting their product mix. 

Restaurants are providing increased competition 
for grocery retailers. The retail grocery industry has 
responded with more specialty items, prepared 
foods, delicatessens and, in some cases, 
diversification into the food-service business. 
However, such factors as the growing take-out 
and home delivery services of restaurants and the 
continued high participation rate of women in the 
work force will require grocery retailers to become 
even more innovative and service-oriented if they 
are to regain some of this market. 

Today's competitive market environment 
highlights the need for better market information, 
increased responsiveness to customer needs and 
overall improvements in productivity. As a result, 
grocery retailing will continue to place greater 
reliance on the application of computer-information 
technologies. Management also will have to take 
a more sophisticated approach in dealing with the 
complexities of operating a variety of retail formats 
and large superstores. 


The increased demand for one-stop shopping 
convenience, prepared foods and specialty items 
should favour the establishment of larger superstores 
in major centres. Managers will also need to be 
flexible and responsive to local market conditions. 
Companies have come to appreciate the flexibility 
and efficiencies of the wholesaler-linked independent 
franchise operations, which will likely continue to gain 
market share. 

In the longer term, with slow population 
growth, aggressive competition for market share 
will continue. The industry will also continue to be 
dynamic. Grocery retailers will have to be innovative 
and sensitive to customer needs to Survive. 

The FTA contains a number of significant 
elements for Canadian grocery retailers. The removal 
of tariffs, over a period of 10 years, for most grocery 
and processed and semi-processed agricultural 
products, the easier temporary entry of business 
persons, as well as continued national treatment 
in the establishment of new business, and acquisition 
or sale of existing business, all will affect competition 
in the industry indirectly. Continued secure access 
to the U.S. market for goods and investment is 
particularly important for major retail grocery 
organizations given the limited size of the Canadian 
market. The FTA will open new sourcing 
opportunities for grocery retailers in Canada and 
lower consumer prices in some product areas. 
However, the value of the dollar and the import 
restrictions on a number of primary products (milk, 
cheese, ice cream, yogurt, chicken, turkey and eggs) 
will continue to place some limitations on sourcing 
practices for these goods. 


4. Competitiveness 
Assessment 


Since the 1981-82 economic downturn, grocery 
retailers have been adjusting to a more competitive 
environment and making efforts to improve their 
productivity. The Canadian industry is very 
progressive and dynamic. It compares well with its 
counterpart in the United States and is in a good 
position to meet the demands of the Canadian 
market. In a situation of slow population growth and 
significant demographic changes, understanding and 
managing change are major challenges facing grocery 
retailers today. 

The major supermarket chains that have 
been losing market share to voluntary groups of 
independents face a major challenge in trying to 
offset some of the cost and other advantages that 
such businesses enjoy. More aggressive store 
renovation programs and new store formats may 
help to slow or reverse this trend. 
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Any gains in market share for individual grocery 
retailers come mainly at the expense of other grocery 
retailers. In this highly competitive environment, the 
more innovative and aggressive companies have 
been displacing the weaker ones. 

The FTA will have an overall beneficial impact 
on broadening sources of supply, facilitating 
the free flow of new concepts and innovations, 
and encouraging competition in the grocery 
retail industry. 
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For further information concerning the subject 
matter contained in this profile, contact: 


Service Industries and Consumer Goods 
Branch 

Industry, Science and Technology Canada 

Attention: Retail Grocery 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-2962 
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1973 1981 1982 1983 1984 1985 1986 
Establishments N/A 28295 29634 31983 32792 35584 40416 
Employment N/A N/A N/A 212 100 222 900 235 400 241 400 
Sales ($ millions)* 
Chain stores 5065 93° 707 MATAQE 151299" 163824 17418 18540 
Independents 4318 10795 12073 12987 13865 14838 16091 
Total OSSSie241 5 02meZ OW G2 SS Om CON CINNS2 256m 6466 
Gross domestic product 
(constant 1981 $ millions) N/A 3834.5 3382.7 3489.2 3666.0 3824.8 4009.7 
(% of total) N/A 1.2 ilies lel ileal see ‘lea 


TRADE STATISTICS 


1973 1981 1982 1983 1984 1985 1986 

Investments 

(constant 1981 $ millions) 

Capital INN PPT Biles! (Gc DOES iss Weeks 

Repair N/A 75.9 66.5 69.3 59.1 61.4 60.8 

Total MWA Bets = ASiless = SISS) SIGS) aa DISS 
Profitability (after tax) 

Total income (%) eS 2 st el ile 1.0 N/A 

Equity (%) ae 11.4 10.1 9.2 9.5 8.7 N/A 

Capital employed (%) 5.9 8.1 TED. 6.7 6.9 6.3 N/A 
Debt 
Long-term debt- 

to-equity (%) 20.6 32.0 30.6 30.1 30.0 62s N/A 
Sales-to-inventory (times) 15.6 15.8 16.3 16.0 19.7 15.8 N/A 


Atlantic Quebec Ontario Prairies Bi Caae 
Establishments — % total 10.8 38.4 26.2 1S.1 mes 
Employment — % total 7.8 DHS 41.0 14.6 9.5 
Sales - % total 8.1 DH AS S615 15.9 1250 


(continued) 
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MAJOR FIRMS 


Major Regions Annual Sales* ** 
Name Ownership of Activity (billions of dollars) 
Loblaws Co. Ltd. Canadian National Sey 
Steinberg Inc. Canadian Ontario, Quebec 3.5 
Canada Safeway Ltd. American Western Canada SID 
A&P Co. American/German Ontario DD 8s 
Sobeys Stores Ltd. Canadian Eastern Canada 1.9 
Silcorp Ltd. Canadian Quebec, Ontario, 0.7 

Western Canada 
Metro-Richelieu Inc. Canadian Quebec 1.9 
Oshawa Group Ltd. Canadian National 8,8) 
Provigo Inc. Canadian National 3.8 
Beckers Milk Co. Ltd. Canadian Ontario 0.4 
Southland Canada Inc. American Ontario, 0.4 


Western Canada 


* Includes food stores, grocery, confectionery and sundries, and other food stores. 
** \ncludes Yukon and the Northwest Territories. 

*** Estimated Canadian grocery sales only, 1987. 

N/A Not available 


Sources: Statistics Canada, Financial Post 500 (summer 1987) and Canadian Council 
of Grocery Distributors estimates. 
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